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KEY ECONOMIC INDICATORS 


All values in million USS and end of Exchange Rate US$1.00=~7.248 
calendar year unless otherwise specified 


1973 1974 1975° — 
Change a/ 


Income, Production, Employment 
Gee ME CUPERNT PTICES .os i ccccccspc ; 9597.0 13864.4 15387.7 
GNP at constant 1967 prices ......... 5298.4 5650.2 5986.3 
Per capita GNP, current prices ....... $243.0 $ 340.6 $ 368.1 
Indices: 1965 = 100 
EMER ic nce cee ue (9/75) 283.6 233.4 185.8 
Manufacturing .. ‘owe kOla5) 170.5 171.8 168.0 
Non-agricultural employment... (9/75) 127.0 137.6 735.3 
Average industrial wage . (9/75) 161.6 175.4 185.5 
Personal income 7955 10617 n.a. 
Employment (thousand workers : 13262 13572 13768 
Average unemployment rate (percent) ....... 4.8 n.a. 
Money and Prices 
BONE SURREY « ccvceseces ‘ 1242.8 1423.2 
Public debt outstanding pe epwie wee ; 4033.57 5105.8 
Foreign debt service ratio (percent)2/.... 13.5 13.8 
Interest retes (percent)£/....... oes hehe vs oe 18.62 20.80 
Indices: 1965 = 100 
Consumer prices (Manila) 9/ ‘ 251.9 272.0 
Wholesale prices (Manila) &/ 337.5 347.2 
Balance of Payments and Trade 
Gold and foreign exchange reserves , 1165.5 1089.1 
oe 80.0 -519.0 
Balence of trade.......... a wlets ° -418.3 -1164.5 
ES FEES io bss nxe wie nike s ‘ 2725.0 2294.5 
U.S. Share 1156.7 654.8 
Imports, FOB 3143.3 3459.0 
U.S. Share .. ‘ iss 449.5 730.7 153.0 


Major imports from the U.S. Machinery other than electric $198.1 million; transport 
equipment $71.3 million; cereals and cereal preparations $57.8 million; electric 
machinery $56.0; textile fibers (not manufactured into thread or yarn) $42.6 million; 
chemical elements and compounds $39.4 million; explosives and miscellaneous chemical 
products $35.4 million; base metals $16.4 million. 


P Preliminary r Revised 

2/ Cumulative portion of 1975 compared to same portion of 1974 

b/ Debt service as percentage of following: Merchandise exports, non-merchandise 
exports, and inward transfer payments. This differs from definition used 


by Central Bank which results in following ratios (on FY basis): 1973-20.2%, 
1974-21.8%, 1975-16.2%. 


90-day lending rate for prime commercial borrowers 
Monthly average for the period. 


Increase from December 1974 to December 1975 was 1.2 percent. 
Decrease from December 1974 to December 1975 was 1.3 percent 
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Source: Central Bank, National Census and Statistics Office, National Economic 
and Development Authority. 





Summary: 


GNP grew by about 5.9% during 1975, somewhat better than had been 
expected earlier in the year. Agricultural crop production was up 
by over 7%, and the service sector also grew substantially, while 
manufacturing expanded only slightly. The two extremes were cons- 
truction (up 30%) and forestry (down 28%). The external sector 
presented a gloomy picture. With the import bill steadily rising 
and receipts for nearly all major exports down, the trade balance 
showed a deficit of over $1.1 billion by year's end; the overall 
payments deficit was just over $500 million. Inflation fell during 
the year, with 1975 Manila consumer prices just 8% over 1974 levels. 
The outlook for 1976 is for another large trade deficit and a 
growth rate perhaps somewhat Lower than in 1975. 


Japan widened its margin as the Philippines' most important trading 
partner in 1975, providing 28% of imports (U.S. share - 22%) and 
taking 38% of Philippine exports (U.S. share - 28%). The Philip- 
pines had a trade deficit of $99 million with the U.S., its first 
since 1967. Japanese were also the most active investors in the 
Philippines, providing 40% of all equity investment in 1975, com- 
pared to 30% from U.S. investors. 


The Philippines is a beneficiary country under the U.S. Generalized 
System of Preferences, but there is Philippine dissatisfaction with 
the treatment of coconut oil and Philippine mahogany plywood. Con- 
cerning Philippine-U.S. economic relations generally, agreement has 
been reached to meet and discuss issues. 


CURRENT ECONOMIC SITUATION AND TRENDS 


1975 Growth Rate Higher Than Expected 


Gross national product for 1975 slightly exceeded the expectations 
of government planners. The National Economic and Development Autho- 
rity (NEDA) estimates that GNP grew at a rate of 5.9%; earlier pro- 
jections were for 4.5% to 5.5%. The important agricultural sector 
benefitted from a very favorable crop year (production up by 7.2%), 
with adequate rainfall and a minimum of destructive typhoons. This, 
combined with effective government and private efforts to increase 
productivity, has resulted in a high level of rice production which 
has even caused storage problems in some areas of the country. The 
agriculture sector also includes fish production, which was up by 
15.9%, and forestry, which was down by 27.8% and reduced the overall 
growth of the sector to 3.0%. 


The services sector, only slightly less important than agriculture, 
grew by 6.3%, manufacturing by 3.0%, commerce by 5.9% and capital 
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consumption allowance by 8.0%. The remaining sectors, which make a 
much smaller contribution to GNP, also grew, led by the booming 
construction industry which expanded output by over 30%. This high 
level of construction activity can be expected to taper off during 
1976, as new office space in Manila approaches at least temporary 
saturation of the market, government spending on infrastructure is 
reduced, and an intensive hotel-building program in the capital 
reaches completion. 


By expenditure shares, gross domestic capital formation expanded 
by 29.9%, while personal consumption expenditures increased by only 
1.6%. 


Balance of Payments Takes A Beating 


Japan and the United States together account for about 65% of Philip- 
pine export sales. As economic recovery of these two trading part- 
ners proceeded rather sluggishly in 1975, Philippine exports conti- 
nued to suffer. The value of the top ten exports was down by 24.27% 
compared to 1974, Earnings from sugar were down by 21.3%, coconut 
oil 39.6%, copper concentrates 46.0%, and logs 22.3%. Copra earn- 
ings were up by 23.3% and banana receipts increased by 60.7%, taking 
over as sixth-ranking export earner. Total receipts declined by 
15.8% compared to the 1974 level, while the value of imports in- 
creased by 10.0%. The resulting merchandise trade deficit of $1.16 
billion represented a sharp deterioration from the 1974 deficit of 
about $420 million. Net inflows from invisibles and capital reduced 
the overall balance of payments deficit to about $520 million, 

which is nevertheless a dramatic reversal from the slight surplus 
enjoyed in 1974. 


The Central Bank maintained foreign exchange reserves of about $1.1 
billion, equivalent to four months of imports. This was accomplished 
by engaging in net compensatory borrowing to the extent of $444 
million. By the end of the year, external debt stood at about $3.9 
billion, which was 32% higher than the level at the end of 1974. 

The foreign debt service ratio increased only slightly, however, to 
13.8%. 


Inflation Down Sharply 


A combination of slack demand for exports, moderate price increases 
for imports, slow consumer demand, and adequate supplies from a 
strong agricultural performance brought inflation down to a rate 
much lower than the 34% of 1974. Price controls on certain key 
commodities (rice, transportation, petroleum products) may also 
have had some influence. Increases in the consumer price index for 
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Manila steadily leveled off during the year, and rose only 8% over 
the entire period. The rate may pick up during early 1976, how- 
ever, as increased prices for petroleum products work their way 
through the economy. Government employees were awarded salary in- 
creases ranging from 5% to 25% in early January. 


Fiscal and Monetary Policy: A Mix of Measures 


The balance of payments problem, a tendency toward recession rein- 
forced by conditions abroad, and the ever-present threat of renewed 
inflation presented a contradictory and a complex set of pressures 
on fiscal and monetary policy. 1975 was a story of balancing sti- 
mulus and restraint, with stimulus gaining a slight upper hand. 


For the year to September 1975, fiscal policy had been substantially 
expansionary, but in December, the Government decided to revise 
downward its projected expenditures for the 1975-76 fiscal year. A 
cut of three billion pesos (about 15%) in planned expenditures was 
announced, with infrastructure programs absorbing a large share of 
the reductions. 


Monetary policy appears to have shifted somewhat in the course of 
1975, from relatively easy credit in the first part of the year to 
generally tight credit in the latter part, exaggerated by the liqui- 
dity demands of a heavy trade deficit. However, interest rates 

have eased noticeably since mid year, and in its year-end report, 
the Central Bank notes that "With the inflation rate currently run- 
ning at a minimum, monetary policy has been turned towards cushion- 
ing the impact of economic slowdown...'' A more expansionary 
monetary policy for 1976 is thus foreshadowed. 


The Policy Environment 


A development of considerable importance to the financial communi- 
ty was the issuance in January of a set of Central Bank circulars 
affecting the money and capital markets. The intent of the new 
regulations is to encourage, by differential interest rates and 
other means, placement of funds in the long-term capital market 
rathe than the short-term money market. The effect of the regu- 
lations is not yet clear. 


The Government is coming to grips with the consequences of the 
increase in crude oil prices announced in October. The price of 
regular gasoline has been permitted to rise to 71¢ (U.S.) per gal- 
lon, still low by the standards of most LDCs. The ripple effects 

are being felt in other industries, and the fishing, cement and 
public transport industries are in the process of applying for relief. 
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As a longer-term response to the energy situation, the Government is 
engaged in programs to limit growing dependence on petroleum (im- 
ports of which cost $770 million in 1975) by conservation measures 
and by developing alternate sources of energy. For example, in 
February the National Power Corporation took an important step toward 
nuclear power by signing a contract with Westinghouse for construc- 
tion of a 620 megawatt plant, scheduled to be completed in 1982. 
Export-Import Bank helped make the project possible by extending its 
largest loan ever ($277 million direct and $367 million in guaran- 
tees) for a single project. 


The Outlook For 1976 


The United States and Japan appear to be on the way to recovery, but 
the effects are not generally expected to be felt in the Philippines 
until at least mid-year. With a substantial build-up of inventories 
of many commodities, and normal lags in recovery-related demand, 
prospects are for another difficult year in the external sector. 
Nevertheless, the trade picture should look better at the end of 
1976 than it did at the end of 1975. 


Sluggish demand and poor prices for exports place a limit on the 
overall performance of the economy, and will make it quite difficult 
to reach the 7% growth rate which is the long-term goal of policy 
planners. However, other sectors should grow at a rather consistent 
rate, strengthening as the foreign trade sector picks up. Although 


official forecasts of 1976 GNP performance have not been announced, 
expectations are believed to be for a growth rate on the same order 
as 1975 (6%). However, at least one private observer sees a lower 
growth rate for 1976 -- in the neighborhood of 3.5% to 4.5%. 


IMPLICATIONS FOR THE UNITED STATES 
Trade and Investment Relations 


Diversification of trading partners is occurring to some extent, but 
trade is still heavily oriented toward Japan and the United States. 
In 1975, 28% of Philippine imports came from Japan, about the same 
as in 1974. The U.S. share fell slightly from 23% to 22%, followed 
by Saudi Arabia at 11%. Japan also took over as the Philippines' 
primary customer for Philippine exports, buying 38% of the total. 
The United States share fell rather sharply, from 42% of Philippine 
exports in 1974, to 28% in 1975. This largely reflected reduced 
sugar purchases by the United States. For the first time since 
1967, the Philippines had a trade deficit with the U.S., importing 
$754 million and exporting $655 million worth of goods. 


Just one year after replacing the United States as the top trading 
partner of the Philippines, Japan also became the most active inves- 
tor in the Philippines during 1975. Central Bank figures show that 
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out of a total of $156 million in foreign equity investment approved 
in 1975, 40% came from Japanese investors. Investments from the 
United States amounted to $47 million or 30%, while the remaining 
30% was divided among several other countries. Since the Central 
Bank began keeping statistics in 1970, United States investors have 
brought in 44% of the total of $493 million invested, while 247% 

has come from Japanese investors. In terms of book value, U.S. 
investors still have far more investment in place in the Philippines 
than those of any other foreign country. 


Two policy developments of interest to foreign firms or those 
engaged in joint ventures took place in early March. Following a 
Supreme Court ruling concerning the Anti-Dummy Law, the Justice 
Department announced that "partially-nationalized" firms (those 
required to have at least 60% Filipino capitalization) cannot have 
aliens as officers or employees. Application of this ruling is 
under discussion. In the finance area, the Governor of the Central 
Bank stated that measures are being studied to restrict access of 
foreign corporations to domestic credit resources. 


The Atmosphere of U.S.-Philippine Bilateral Relations 


The Philippines is a beneficiary country under the U.S. Generalized 
System of Preferences, and there are already indications that ex- 
porters and manufacturers are responding to the increased export 
opportunities. On a policy level, however, there is considerable 
Philippine dissatisfaction with the fact that products in which the 
Philippines is an established exporter are not listed or are not 
eligible for duty-free treatment because of the competitive need 
provisions which limit GSP treatment for each country to items whose 
export value does not exceed $2625 million or 50% of total U.S. 
imports of that item. Among the products for which the Philippines 
desires duty-free treatment are coconut oil, of which the Philip- 
pines is the principal supplier, and plywood of Southeast Asian 
tropical hardwoods (popularly known as Philippine mahogany), of 
which the Philippines is currently a minor supplier (about 7% of 
imports in 1975). 


In early December, 1975, President Ford visited the Philippines. 
At the conclusion of the visit, Philippine President Marcos an- 
nounced in a press conference that the two countries would meet to 
discuss economic issues. This would be the first comprehensive 
meeting on economic problems since immediately following expira- 
tion of the Laurel-Langley Agreement in July, 1974. 


Opportunities for U.S. Businessmen 


For those firms interested in Asia, locating in the Philippines 
offers advantages. A recent meeting of senior business executives, 





sponsored by Stanford Research Institute, reportedly concluded that 
the investment climate in the Philippines compares favorably with 
other parts of the world, and particularly noted a receptivity to 
foreign investment and consistent application of policy. 


Businessmen from Japan, and increasingly from Europe, are aggressive- 
ly turning to the Philippine market, offering increased competition 
to U.S. companies. If, as we expect, a general worldwide recovery 
begins to be felt in the Philippines in the latter half of 1976, it 
will be important for U.S. sales representatives to position them- 
selves for the new orders for capital goods that will result. 


A heavy demand should develop for forest industry equipment and plant 
over the next few years as the Philippines moves toward full imple- 
mentation of its "log export ban" designed to force processing with- 
in the country. According to one private estimate, some $800 million 
worth of equipment will be required for full conversion of the in- 
dustry to wood products. A U.S. timber industries trade mission was 
held in Manila and Davao in February 1976, and will be followed by 

a timber industries trade fair in April 1977. 


Rural development projects present promising potentials for U.S. firms 
in the health care and electric power equipment fields. A health 
care technical sales seminar is scheduled for April 1976. A U.S. of- 
fice equipment, computers and supplies catalog show is scheduled for 
May 1976 and an educational equipment catalog show in June 1976. 

Both promotional events are directed at trade sectors with healthy 
growth curves where U.S. equipment tends to hold a predominant 


share of the market. 


Opportunities for supplying and servicing infrastructure projects 
may decrease somewhat, as government spending planned for this 
purpose has been reduced from earlier projections. Nevertheless, 
international financial institutions continue to extend loans for 
major projects. During 1975, the World Bank approved loans for, 
among others, development of the Magat River ($42 million), small 
and medium industries development ($30 million), rural development 
($25 million), and Tarlac irrigation systems improvement ($17 mil- 
lion). Further information on these loans may be obtained through 
the Department of Commerce. The Asian Development Bank has approved 
loans during 1975 for Palangui River irrigation ($13.5 million), a 
study on secondary and feeder roads in Mindanao, relending facility 
by the Development Bank of the Philippines ($25 million), develop- 
ment of Laguna de Bay ($27.5 million), and provincial cities water 
supply ($17 million). A loan of $24 million for rehabilitation of the 
Southern Line of the Philippine National Railroad has been proposed 
and will be considered by the ADB Board on March 25. ADB is execu- 
ting agency for a UNDP grant for feasibility studies of about 500 km. 
of roads on Luzon. The general thrust of future ADB loan activity 
probably lies in the direction of roads, communication, irrigation, 
and other infrastructure. Further information on ADB loans may be 
obtained from the Commerce Department or from the U.S. Mission to 
the ADB in Manila. 
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